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ICELAND: 


All values are in US $ million unless otherwise indicated; 


projections. 


Exchange Rate US $ = Ikr.: 


INCOME, PRODUCTION, EMPLOYMENT 

GNP at Current Prices 

Average Labor Force 
(thousands) B/ 

Annual Per Capita GNP, 
Current Prices (dollars) 

Gross Capital Formation, 
Current Prices 

Industrial Production Index 
(1970 = 100) 

Hourly Wage Index, Year End 
(1971 = 100) 

Total Fish Catch (1000 MT) 

Avg. Unemployment Rate (%) 


MONEY AND PRICES 

Money Supply (Ml and M2 in 
million Ikr.) H/ 

Cost of Living Index 
% change (annual) 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange 
Reserves 

Long Term Foreign Debt 

- Public Sector 

- Financial Institutions 

- Private Sector 
Debt Service Burden E/ 
Total Debt as % GNP 
Overall Balance of Payments 
Trade Account (f.0.b.) Balance 
Current Account Balance 
Exports (f.0.b.) 

US Share (%) 

Imports (c.i.f.) 

US Share (3%) 


Main imports from U.S., 
dollars, c.i.f.; 


1982 (Quant: 


aifin 


2,332.0 
108.7 
10,525.0 
667.0 
183.3 


4,300.0 
485.6 
0.7 


148.9 
1,196.5 
776.6 
241.4 
178.6 
21.4 
48.0 
-93.0 
-150.6 
-248.4 
677.2 
25.8 
927.3 
8.4 


metric tons; 
from Statistical Bureau of Iceland): 
1.3; tobacco products 7.2; data processing equipment 2.6; 


1983 


24.09 a/ 


2,200.0 
112.0 
9,579.7 


600.3 


140.9 


1, mes 


817.0 
246.7 
178.7 
23.0 
60.0 


(est) 


KEY ECONOMIC INDICATORS 


1984 figures are 


1984 % Change 


1983-1984 (est) 


9,098.3 
567.3 


+16.5 F/ 
-6.9 F/ 
730.0 

29.0 G/ 
869.8 
8.6 G/ 


value: 


755 .6 


867.2 


millions of 
Automobiles (120 units) 
telecommunications 


apparatus 1.9; other electrical machinery 10.5; other testing equipment 2.4; 


vegetables, fruits, wheat, etc. 


7.9. 


Footnotes: A/ B/ 


Annual weighed average estimate; 


by Wage Investigation Committee; c/ 


September l, 


1983; E/ 
1983; G/ 


annual average estimate 
as of October 1, 1983; D/ 
as percentage of export earnings; B/ after 2nd quarter 
as of August 1983; H/ M2 includes unblocked savings deposits. 


as of 





SUMMARY 


Iceland's GNP in 1983 is expected to decline by 5.9 percent toa 
level of approximately $2.2 billion. Preliminary Central Bank 
estimates project a further, but more moderate, 2.4 percent drop 
in 1984. 


Iceland's chronic inflation peaked in May 1983 after reaching the 
three-digit range. It should fall to less than 30 percent by 
year-end 1983. The reduction in inflation was a result of the 
economic austerity program introduced in May 1983 by Iceland's new 
Government. Freezing collective bargaining for 1 year and 
suspending the widespread wage-price indexation system served to 
control prices by squeezing demand. The Government's goal is to 
contain inflation to a 10 percent annual rate in 1984 and to 
maintain a relatively steady exchange rate. (It is now 
approximately $1 = 28 krona.) Wage settlement increases are to be 
held in the range of 4 to 6 percent after collective bargaining is 
reinstituted. Unemployment remained below 1 percent in 1983, but 
is projected to increase in 1984. 


The foreign debt climbed in 1983 to approximately 60 percent of 
the GNP. Foreign debt payments rose to some 24 percent of export 
earnings for the year. As a result, tight limits have been 
imposed on all new foreign borrowings. As domestic savings are 
inadequate, expected new private investment in 1984 is projected 
to drop by 8 to 9 percent from the 1983 level. Foreign equity 


investments in energy-intensive industries are being encouraged as 
an alternative to borrowing. 


Future developments depend to a large extent on the fisheries 
industry, which generates some 75 percent of Iceland's export 
earnings. The size of the fish stocks, especially those of the 
economically important cod, have declined from 1982, and their 
recovery is uncertain in the near term. Substantial delays are 
expected regarding the implementation of major infrastructure and 
industrial development projects. Consumer spending is also 
expected to decline from previous years as a consequence of 
economic belt-tightening. 


Nevertheless, with a per capita income of over $9,000, Iceland 
continues to offer good prospects for U.S. exporters. Investment 
opportunities are also present, especially in energy-intensive 
industries. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Wational Accounts Indicators. Iceland's GNP in 1983 is expected 


to decline by 5.9 percent in real terms, to some 53 billion kronur 
(approximately $2.2 billion), following a 2 percent drop in 1982. 
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Barring surprises, such as a drastic reduction of the fish stocks, 
the GNP should recover somewhat in 1984. However, it is likely to 
continue to show a negative rate of 2.4 percent. The per capita 
GNP in this country of 236,000 people has declined during the past 
year to approximately $9,500. 


Real disposable income of households is projected to decline by 13 
percent in 1983. Other 1983 indicators are also expected to show 
reductions, as follows: Private consumption -9 percent; private 
investment, -8 percent; and public sector investment, -12.7 
percent. Government administrative spending is expected to be at 
1982 levels. The fall in income, consumption, and investment is 
expected to lead to a 15 percent reduction in the volume of 
general merchandise imports. 


Inflation Drops. Iceland's chronic inflation peaked in May 1983 
(cost-of-living index was then averaging at 107 percent annual 
rate), and is expected to decline to less than a 30 percent rate 


at year's end. The average rate of inflation for 1983 is 
estimated at 84 percent. 


The reduction in the price index is due largely to the 
Government's economic stablization program introduced in May 

1983. The measures suspended the indexation of wages for 2 years, 
prohibited the renegotiation of wage contracts until January 31, 
1984, called for stronger enforcement of price controls, and 
mitigated some of the negative effects of the wage squeeze through 


transfer payments. Although the austerity steps have been vocally 
opposed by organized labor, they have been effectively enforced. 


The success in bringing down prices has encouraged the Government 
to curtail price increases further in 1984 to a range of 10 
percent, which is roughly the average rate of inflation for all 
OECD countries. To this end, the Government has announced that 
wage settlement increases should not exceed a range of 4 to 6 
percent once collective bargaining is resumed. 


Steady Exchange Rate. The second anti-inflation and stabilization 
tool is the Government's goal of maintaining a steady exchange 
rate of approximately 28 kronur to 1 U.S. dollar. Since the last 
14 percent devaluation took place in the second quarter of 1983, 
this exchange rate has been holding steady, albeit with small 
daily fluctuations. (The krona depreciated against the U.S. 
dollar by 103 percent in 1982 and by 41 percent during the first 
six months of 1983. Although the krona is expected to depreciate 
somewhat in 1984, the Government intends to keep such depreciation 
within the range of 5 percent. 
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The pressure on the krona stems in part from the demands of the 
fisheries sector to maintain a dollar price edge in the U.S. 
export market and at the same time generate an optimum krona 
income stream. As price competition with Canadian frozen cod 
appears to be increasing, the fishing industry is expected to 
press for devaluation in order to remain competitive. 


Unemployment May Raise. Iceland has traditionally maintained full 
employment (in 1983 unemployment is estimated at 1 to 1 1/2 
percent, including seasonal fluctuations). The 1984 outlook is 
less certain. The fishing and fish processing industry, which 
provides 14.1 percent of all jobs (but 75 percent of export 
earnings), is faced with declining fish stocks and an overbuilt 
fishing fleet. Some preliminary estimates indicate that the cod 
catch (the most important species caught) may dwindle in 1984 
below the 280,000 MT estimated to be landed in 1983. If that 
occurs, unemployment may jump in the fishing industry, bringing up 
the total rate significantly. 


Production: Fish Down, Manufacturing Up, Agriculture Stagnant but 
Subsidized Heavily. From a 1979 high of 1,648,000 MT, the total 
catch of fish has been declining, until in 1982 it fell to 788,000 
MT. The 1983 forecast bodes a further reduction of 4 percent by 
value. Cod, which is economically the most important species, 
also has been declining in volume. The expected cod catch in 1983 
(see above) is expected to be less than the 300,000 MT set for the 


year. This compares unfavorably with the 382,000 MT landed in 
1982. 


The value of all processed fish, however, may decline less than 
the catch, due to a shift from relatively low valued salt and 
stockfish toward higher value frozen fish. 


The aluminum industry (monopolized by Alusuisse) strengthened 
considerably in 1983, expanding its production by 3 to 4 percent 
to 78,000 MT. As world aluminum prices rose, the 34,000 MT of 
stocks accumulated in 1982 were drawn down. Prospects for 
expansion in 1984 appear excellent despite a sharp drop in 
investment in 1983. 


Ferrosilicon production in 1983 has increased to 45,500 MT, 
compared to 41,000 MT IN 1982. However, the depressed world 
ferrosilicon prices continue to darken the profitability of this 
industry. Diatomite production by the plant partly owned by the 
Manville Corp. has continued steady at 24,000 MT. Exports of 
other manufactured products, such as woolens, are expected to 
increase by 12-13 percent in 1983, partly offsetting the decline 
in the fisheries industry. 
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The outlook for the heavily subsidized agricultural sector is 

dim. Unfavorable weather conditions during the first half of 1983 
reduced the hay crop. As a result, feedgrain for cattle may have 
to be imported, thus increasing costs to farmers. The vegetable 
crop has also been diminished by the extremely wet weather. 


Despite a substantial reduction in the sheep population (17 
percent or 150,000 during the last few years), there continues to 
be a large lamb and mutton surplus. Possibilities for increasing 
domestic consumption or export sales are limited. Milk production 
increased by 2 percent during the first half of 1983; beef 
production fell by 9 percent. Consumption of local meat products 
has been declining despite the prohibition on all imports of fresh 
meats. Fur and fish farming as well as greenhouse agriculture 
appear to offer the best prospects for expansion. Overall 


investment in the agricultural sector declined by 5 percent in 
1983. 


Investment Down. Following a 3.5 percent decline in 1982, 
industrial investment is expected to register a 10 percent drop in 
1983, tapering off to a 5.5 percent decline in 1984. As a ratio 
of GNP, total investment is expected to slip from 27 percent in 


1982 to 25.5 percent in 1983. All categories of investment show a 
decline. 


Investment in geothermal heating registered the steepest drop in 
1983 (-43 percent) as many local heating projects were completed. 
Electric power generation and distribution also slipped by 15 
percent. Construction activity declined: commercial and office 
buildings were down by 10 percent; residential construction, by 3 
percent; and public building, by 14 percent. Imports of capital 
goods in the first half of 1983 showed a 15 percent drop. Major 
energy infrastructure development projects probably will be 
delayed for lack of investment. However, the Government is 


actively seeking foreign equity investment in energy-intensive 
industries. 


Government Spending. The Icelandic Government budget is basically 
comprised of two parts, operating and credit. The operating 
budget, financed largely through indirect taxes, is expected to 
show a marked deficit due to shortfalls in projected revenue 
collections. The projected deficit in June 1983 amounted to 
approximately $42 million or 15 percent of revenues. The 
Government seeks to balance the approximately $622 million budget 
in 1984 by controlling spending, and does not intend to increase 
the tax burden. A hiring freeze for Government employees is in 
effect. Public investment is to be reduced by 8 to 9 percent, and 
other expenditures are to be cut by 5 percent. The projected $535 
million credit budget is expected to be 6 percent lower than in 
1982. Hydroelectric investment alone will be 27 percent below 


last years levels. As of this writing, the Icelandic Parliament 
has yet to approve the budget. 
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Current Account Improving. Iceland's trade balance should be 
positive in 1983. Despite a 4 percent decline in fish exports, 
the surge in other merchandise exports such as aluminum is 
expected to boost the total exports (f.0.b.) to approximately $796 
million, or 15 percent more than in 1982. Service receipts are 
expected to remain stable at approximately $380 million, but 
service expenditures are projected to rise due to higher interest 
payments. Merchandise imports in 1983 are estimated to slip by 
some 10 percent to $744 million from the $825 million figure 
reached in 1982, mainly as a result of a drop in domestic 
consumption. Actual imports during the first six months of 1983 
declined by 15 percent. The balance of goods and services are 
therefore estimated to be approximately $50 million in the red, an 
improvement from the $248 million shortfall of 1982. 


Foreign Borrowing High. The long-term foreign debt has been 
rising gradually (from 48 percent of the GNP in 1982 to about 60 
percent in 1983). Most of this debt is related to power and 
transportation projects. The ratio of debt service payments to 
export earnings has also been increasing: 16.4 percent in 1981, 
21.4 percent in 1982, and approximately 24 percent in 1983. 
Correspondingly, net foreign exchange reserves have been 
declining. Expressed as a percentage of GNP, net reserves were 
7.4 percent in 1981 and 4.1 percent in 1982. Further declines are 
expected in 1983. The Government has expressed concern regarding 


increasing foreign debt. As a result, future indebtedness is to 
be tightly regulated. 


Implications for the United States. Imports from the United 
States are estimated to be approximately $60 million in 1983, or 
approximately 8 percent of the total. During the first 7 months 
of the year, U.S. source imports amounted to $41.6 million, 
compared to $44.4 million for the corresponding period in 1982. 


U.S. source imports have been adversely affected in 1983 by the 
continuing strength of the U.S. dollar, by relatively high 
transportation costs compared to those applicable to 
European-source imports, and by the preferential tariffs extended 
to a large number of European products as a result of trade 
agreements with the European Free Trade Association (EFTA) and the 
EC (Iceland is an EFTA member). Nevertheless, the long-term 
outlook for U.S. exports is favorable as Iceland, despite its 
small population, continues to have a high per capita income and 
good long-term prospects for growth. 


Many American goods are price competitive, have a high reputation 
for quality, and sell well on the Icelandic market. American 
exporters would enhance their competitive position by accepting 
the need to do business on the modest scale appropriate to this 
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tiny but basically prosperous market. Also, it is strongly 
recommended that business be transacted directly from the United 
States and not through representatives or subsidiaries in Europe. 
The latter practice is perceived negatively as demonstrating 
disregard of Icelandic sensitivities, and as increasing costs. 
Granting favorable credit terms (non-L/C) to reputable firms is 
also important, as local bank interest rates exceed 30 percent. 


Best Prospects for U.S. Exporters. U.S. exports of tobacco 
products, corn, wheat, flour cereals, and fruit and vegetables 
continued strong in 1983. Wine sales also picked up. American 
auto sales slipped for the third year in a row in the face of 
customer preference for smaller, more fuel-efficient vehicles and 
because of high dollar prices. The market for new and used light 
aircraft has been expanding in recent years, and virtually all 
such imported planes are of American manufacture. Raw materials 
and consumer and industrial goods show success and promise in 
various fields. These include lumber, nonferrous metals, 
miscellaneous industrial and electrical (220 volts) machinery for 
manufacturing wood and metal products, heavy construction 
machinery, computers and peripherals and office machines, steel 
pipes, electric and other hand tools, marine navigational and fish 


detection equipment, apparel, paper and rubber manufactures, and 
canned and frozen non-meat foods. 


Iceland is forging ahead with a plan to tap further its vast 
hydroelectric power potential, although some delays may be 


experienced. This sector should be watched by U.S. firms for 
various export opportunities in services and goods such as 
turbines and relevant equipment. In the long term, these 
developments may offer opportunities for U.S. investors in 
power-intensive processing industries to be built in conjunction 
with such new power plants. U.S. investors should be prepared 
under most circumstances to accept minority ownership in joint 
ventures in keeping with local preferences. 


*® U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:580 




















